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ECONOMIC INDICATORS _ 


Population (Millions)* 


GDP (Current Rp.Billions) 
a. ($ Millions) 
b. Per Capita ($) 


Gross Domestic Capital 
Formation Ratio (GCF/GDP) 


Cost of Living (62-item 


consumer index for Djakarta: 
1966 = 100) (June) 


Interest Rates (monthly) 

a. Commercial lending rate** 
b. 12-month deposits 

c. 6=month deposits 


Investment Approvals 
a. Foreign & Joint Venture 


($ million) 
b. Domestic (Rp. Bil.) 


Development Budget (Rp. Bil.) 
(Fiscal Years April-March) 


Foreign Trade ($ Mil.) 
a. Exports (fob) 
oil 
Other 
b. Imports 
Oil 
Other 
c. Services (net) 
oil 
Other 


* GOI Forecast 


wk «Embassy estimate of rate to preferred b 
kek =Jan.-March only . re 


A B 
1970 1971 
116 119 
3,196 3,410 
8,455 8,217 
73 70 
13.2 > 
611 626 
2.5% 2% 
2% 2% 
1.75% 1.75% 
352 362 
96 239 
161 191 
1,187 1,307 
450 536 
737 771 
92 112 
1,024 1,144 
196 233 
251 291 


Cc B/A 
1972* % 
122 2.68 
3,649 7 
8,793 7 
72 -1.4 
660 205 
1.75% 
1.50% 
1.25% 
177*** 3 
34%ee 149 
314 19 
1,829 10 
1,014 19 
815 5 
300 22 
1,263 12 
439 14 
375 16 





C/B 


2.68 


~ 


5.4 


64 


oO 


167 
10 


97 
29 





A B Cc B/A C/B 
1970 1971 1972 eed mes 
9. Balance of Payments ($mil.) 
a. Goods and Services -376 -463 -548 23 18 
b, Foreign official transfers 
(net) 313 288 N.A, -8 N.A, 
c. Private capital (net) 103 163 N.A. 58 NLA, 
10. Foreign exchange reserves 
Negative on net basis - - - +$90 mil. 
1l. U.S, Shares 3 
a. Indonesian exports 16% 16% - 
b. Indonesian imports 247% 21% - 


5 main exports to US 1971: petroleum, crude and partly refined ($68.9 million); 
natural rubber ($44.9 million); coffee ($40.9 million); 
pepper and other spices ($18.9 million); palm oil 
($12 million). 


5_ main imports from US 197l:rice ($43.2 million); transport equipment incl. 
aircraft and spares ($39.8 million); raw cotton 
($29.6 million); wheat flour and bulgar 
($19.4 million); construction and mining 
machinery ($18.1 million). 


NOTE: Although Indonesian statistics have recently improved greatly, old 
data remain for the most part unrevised and much of the current 
data is still highly tentative. An attempt has been made to 
construct a table showing trends in the main indicators, using data 
from several sources and hence not strictly comparable, The 
results thus show general magnitudes of various sectors of the 
economy rather than precise trends. 








SUMMARY 





Indonesia remains one of the most important and fastest growing 
areas for trade and investment in Asia, both for the near and 
longer term, Several new factors are increasing Indonesia's 
basic attraction and potential, despite some disadvantages and 
certain growing uncertainties. Unfortunately, the U.S. 
competitive position faces possible erosion. Thus U.S. business 
and Government will require bold and innovative efforts 
(particularly in financing) if the U.S. is to participate fully 
in the growing opportunities. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Growth Prospects: Currently Among the Best 


Government sources estimate real growth of GNP at 7 percent in 
1971, and about the same is expected for 1972. Continued growth 
ig anticipated because gross domestic investment is apparently 
increasing steadily as a percentage of GNP. 


Both Government and private investment will again rise 

considerably more rapidly than GNP in 1972. As an example, 

foreign exchange expenditures for implementation of foreign donor 
financed development projects are expected to double in 1972 to 
$200 million. Total GOI development budget expenditures, including 
capital and non-capital outlays, are slated to increase about 64 
percent over 1971 reaching about $750 million. Indicators for 
private investment implementation are extremely rough. However, 

one knowledgeable source estimates that 1972 implementation of 
foreign investment projects will increase 17 percent over 1971 levels 
to about $110 million. Exploration and development expenditures by 
foreign companies for oil are expected to reach $237 million in 
1972, a 15 percent increase over 1971, raising combined oil and non- 
oil investments expenditures to about $320 million. Domestic 
non-agricultural investment expenditures appear to have been 
increasing even more rapidly than those for foreign investment. 

A rough figure is $300 million, for 1972. Agricultural investment 
and growth rates are expected to increase less rapidly than other 
sectors. 


Price Stability: Steady to Slightly Improved 


The 62 item price index for Djakarta showed a 2.4 percent increase 

at the end of 1971 over end 1970, although in June the level was 

3.8 percent over the same month of 1971. A broader range of commodities, 
more relevant for foreign residents and investors, would show a 

rather higher inflation rate because the currency realignments of 
August/September 1971 caused a larger than average increase in import 
prices. The 62 item index is heavily weighted by a number of staple 
commodities which are kept stable by GOI administration of supplies and 
subsidies, 








Financial Sector: Rupiah Strengthens: Interest Rates Lowe red 


Continued rapid expansion of credit has been one of the major forces 
stimulating the strong growth of domestic investment. Credit 
outstanding at end-May was 50 percent above that of the same month of 
1971, although the month's rate of increase fluctuates considerably. 
Domestic credits at less than market rates through the medium-term 
credit program have contributed to very rapid expansion in a few 
sectors such as textile and crumb rubber production. They have also 
probably influenced the high percentage of imports composed of 
capital goods and raw materials (more than two-thirds of the total). 


Credit expansion, while swift, has not been so rapid as to 

jeopardize prices or the foreign exchange position in Indonesia, 
which in fact has gradually strengthened during the first half of 
1972. The very rapid rise of oil and timber export earnings in 
1972, increasing levels of foreign aid to Indonesia and new 
concessional credits by Japan have all contributed to the outlook 
for further improvements in reserves. By year end, the GOI hopes 
that roughly a $100 million improvement in exchange reserves will 
have been realized for the year. Although Indonesia's net exchange 
position would then fluctuate around zero (after a count is taken of 
medium term obligations to the IMF), it has a growing gross position 
which could fluctuate between $150-250 million by the end of 1972. 


Increased fund availability of banks combined with continued Limit- 
ations on lending brought pressure on interest rates. Bank Indonesia 
announced in mid-June its decision to lower interest rates on a wide 
range of borrowing categories and also to reduce the number of 

rate categories, as follows: 


Interest Rate Structure (Annual 7%) 


Lending Rate New Old Deposit Rates New Old 
Estate Export Products 21 24 12 Mo.(6 mo.) 18 (15) 24 (21) 
Gen.Production & Export 24 27 3 Mo.(or less) 12 (9) 18 (12) 
Trade,Svcs & Distrib. 24-36 30-48 Public Savings 18* 18 


Qualifd, Med.Term Invest.12 12 * Only 12% if over Rp. 100,000 


Although there was some concern prior to the decision that reducing 
interest rates might cause some capital outflow, no discernable 
disturbances have as yet been detected, and time-deposits have 
continued to expand, 


Structural Change: The Fast-Growing Sectors 


The average GNP growth of 7 percent hides widely divergent rates 

of sectoral growth. By far the fastest growth has occurred in oil & min- 
eralg , construction, forestry, trade and manufacturing. 

A partial indication of the changing economic structure is shown 

by the following table comparing selected GNP shares (rough GOI 
estimates) between 1966 and 1970: 


(% Total GNP) 1966 1970 % Change 
Agriculture 53.4 47.7 - ll 
Trade 14.6 17.6 + 20 
Govt., Def. & Other Svcs. 11.8 10.6 - 10 
Manufacturing 8.2 9.3 + 13 
Mining 3.5 5.9 + 68 


By contrast, the agricultural sector, which accounts for half of 
Indonesia's output by value and 3/4 of its employment, appears to 
be increasing at only a 3 to 4 percent rate according to Government 
estimates. (See Industrial Development section below for further 
detail.) 


Wide geographic disparities are also increasingly visible as 


industrial and oil-related developments have concentrated in 
Djakarta and the north coast of West Java. Oil and timber 


developments have turned East Kalimantan into a boom area. Progress 
in Central and East Java appears painfully small by contrast, 


Development is having a similarly divergent impact on different 
groups within the population. Public attention is focusing 
increasingly on the rapid growth of foreign investments and ethnic 
Chinese-owned firms. State, military enterprises, as well as those 
related to government officials, also appear to be doing well on 
the whole. By contrast, many indigenous businesses, which 
flourished in the commodity scarce period of rapid inflation, many 
surviving mainly on privileged positions as holders of scarce 
licenses, now face intensive competition. The result has been to 


focus considerable Government concern on the problems of domestic 
entrepreneurs, 








Exports: Boom in Oil and Timber 


The export sector is one of the fastest growing in 1972. After an 


impressive 17 percent improvement in total exports in 1971, a 40 


percent gain is expected in 1972. Oil and timber accounted for 
85 percent of the 1971 export gains. In 1972, these products 
will more than account for the improvement as the value of many 


traditional exports is expected to continue to decline. 


A 100 percent increase in oil export value to over one billion 
dollars is expected on a roughly 30 percent increase in export 


volume barring unforeseen difficulties. Two increases in oil 


prices (from $2.21 per b/d to $2.60 in October, 1971, and to 

$2.96 in April, 1972) account for the dramatic size of the 

increase expected in 1972. Oil will account for about 55 percent 
of Indonesia's export earnings in 1972, up from 40 percent in 1971. 
Timber exports are expected to increase about 25 percent (by about 
$45 million), to vie with rubber as Indonesia's second largest 
export. A new commodity will appear among Indonesia's major 

exports next year when the Freeport copper project begins exports 

of ore expected to yield up to $60 million in foreign exchange 
earnings in 1973. Meanwhile, some of Indonesia's traditional exports 
continue to suffer from low prices, stagnant or declining production 
and poor quality. Rubber exports may see slightly firmer prices, 
but there are no established programs capable of stemming the 
continued senescence and abandonment of small holder rubber plots 
which still account for more than 2/3 of Indonesia's /exports. 


Black Gold: The Flow Augments 


After a 4.5 percent increase in production volume in 1972, the steady 
growth of exploitation and development expenditures have brought in 
new fields which could add 30 percent to production volume in 1972, 
Indonesia's production is expected to rise from an average of about 
890,000 b/d in 1971 (Caltex, Pertamina, Stanvac, Asamera, IIAPCO, 
ARCO) to an average level of 1.2 million b/d in 1972 and a year-end 
level of roughly 1.4 million b/d, Caltex continues to dominate, as it 


accounts for about 80 percent both of total output and of new 


production. However, several new fields have been developed 
by A R-C O , IIAPCO, and Union Oil which will become substantial 
producers. Others are under development by Roy M. Huffington Co. 


and Pertamina, Exploitation and development expenditures 


by foreign oil companies are expected to rise 15 percent to a new 
peak of $237 million in 1972 after doubling in 1971 over the 
preceding year. A great fillip was given to Pertamina development 


programs by an agreement between the GOI and the Government of Japan 
for a $207 million loan on concessional terms (25 years, 3 percent) 


to be used primarily for development of oil and gas resources. In 
return, Indonesia agreed to supply to Japan about 50 million metric 


tons of low sulfur crude oil over the next ten years, In 
addition, Japan has agreed to prepay at six months intervals $100 
million against forthcoming oil deliveries. The pre-payment is 
expected to strengthen Indonesia's short term foreign exchange 


position. 


Industrial Development: A Few Boom Sectors 


Within the industrial sector a few industries (such as textiles and 
paper) are showing rapid growth. In several sectors, however, 
Indonesia's output remains below production targets (such as 
cement, paper and textiles). Relatively large investments are 
planned or in progress in all of these sectors, which except for 
textiles, are dominated by Government enterprises. Electric 

power production is also shgwing a significant rate of increase 

(11 percent 1970/69). 


Investment 


Although detailed data on investment implementation is lacking, project 
approvals for foreign and domestic investors provide a useful 
indication of those sectors where prospects for imminent grow are 
greatest, Cumulatively, the heaviest foreign investments outside of 
oil and mining have been in forestry, textiles, hotels and tourism, 
chemicals, pharmaceuticals and miscellaneous light manufacturing. 

For the first five months of 1972, the heaviest investment approvals 


(selected sectors) were as follow: 
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($ millions) Cumulative Jan-May 5-month 
1967-1971 1972 % Increase 

Manufacturing 475 86 + 187% 
Textiles 146 56 + 38 
Food and beverages 26 10 + 38 
Metalworking 32 6 + 19 
Misc. light Mfg. * 97 10 + 10 
Forestry 398 12 +. 3 
Housing, Hotels & Tourism 72 29 + 40 

(TOTAL, excl. oil & minerals) (1,088) (130) (+ 12%) 


* Milling, assembling, electrical, paint, plastics, tools, etc. 


By nationality: Leading investor countries (excl. oil and 
minerals) are: 


($ millions) Cumulative Jan-May 5=-month 
1967-1971 1972 % Increase 
Japan 202 46 + 23% 
United States 169 4 + 3 
Hong Kong 101 29 + 28 
Singapore 63 20 + 32 


In the mineral sector, the major investments have been in nickel 
and tin where increases in production value have been greatest. 

Large investments are planned or underway in copper, nickel and 

bauxite (see indicators for current production). 


agriculture: Slow but Steady 


Indonesia has recorded a series of remarkable increases in rice 
production over the past four years, averaging nearly 10 percent 
annually. Rice output in the 1971 crop year was estimated at 
12.8 million metric tons, up 5 percent from 12.2 million the 
year before. Estimates for 1972 are that production may increase 
another 5.6 percent to 13.5 million tons, but would fall below 
the 13.8 million ton target. There have been some problems 

this crop year with GOI price support operations, 
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fertilizer distribution, rainfall and plant disease. The Government 
has recently renewed its intention to achieve rice self-sufficiency 
by 1975. 


Implications for U,S,Business 


A. Fundamental Attractions Grow 


Progress begets progress. The confidence inspired by Indonesia's 
favorable political and economic accomplishments to date has 
generated impressively increased support for its development 
efforts. In April 1972, the 12 donor countries and two major 
international financing organizations of the Inter-Governmental 
Group on Indonesia (IGGL) pledged $50 million more than the $675 
million aid requested by the Indonesian Government. The $725 
million pledge was 15 percent higher than the aid pledged in 1971, 


Other confidence indicators promising sustained growth are the 
continued rapid increases in domestic time deposits (up 97 percent 
over June 1971 levels) and the dramatic increase in domestic 
investment approvals, up (Jan.-April 1972) 25 percent over the 
cumulative total approvals for the preceeding three years. Foreign 
investment approvals continued strong by mid-1972, above the 
semestral average for earlier years despite the earlier heavy 
concentration of large mining projects. 


Thus public and private investment - among the main determinants of 
future growth - remain among the fastest growth sectors. A further 
increase in the ratio of gross domestic investment to GNP, from a 
low of 8.5 percent in 1968, to something over 13 percent in 1972, 
appears assured. 


B. Limitations Remain, Problems Grow, but Some Remedies are in Sight 


Indonesia's effective market potential is severely restricted by its 
low average level of personal income, variously estimated to be 
between $70 and $110 per capita. For most manufactured consumer 
commodities, only the 25 million people living in urban and 

adjacent areas constitute an effective market. 
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Trading with Indonesia is difficult. Foreign competitors are closer to 
Indonesia, know the market better, and frequently offer better price, 
credit and delivery terms. Average import duties remain high, cargo 
damage in port is considerable, smuggling and evading or minimizing 
duties is common and distribution, restricted to Indonesian nationals, 
remains inadequate. However, enterprising American firms have found 
these difficulties surmountable and non-aid U.S. exports to Indonesia are 
increasing substantially, partly in association with accelerated 
implementation of investment projects. 


In June, 1972, the GOI appointed a new Director General of Customs who 
is highly regarded as an honest and effective administrator: Important 
changes are now expected in customs operations, including revision of 
violation procedures, introduction of the international Standard 
Industrial Trade Classification (SITC) system, improvements in 
administration and possible further reductions in tariff rates. 


Foreign investment has been a subject of increasing discussion in 1972. 
In addition to earlier listings of sectors generally closed to foreign 
investment, the Government has recently been more selective in granting 
tax holidays to foreign investments and more severe in judging which 
investments are in Indonesia's best interest. Increasing attention is 
being given to encouraging more labor intensive forms of investment, 

and to limiting further concentrations of investment in Djakarta and the 
surrounding area. Concern is also increasing about possible adverse 
consequences of foreign investment for domestic business. Difficulties 
of determining customs and other tax liabilities, and the slow and 
complex processes of project approval, incorporation, land rental, 
business licensing and other procedural obstacles to implementation 
discourage a considerable volume of potential investment. While the GOI's 
Foreign Investment Board has a respectable record in approving projects, 
Indonesia does not offer any of the facilities to project implementation 
which one finds in other Asian countries. 
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Nevertheless, new foreign investment project approvals continue 
at an above average rate of about $160 million for the first half 
1972, 


C. Still New Forces Make 1972-73 a Period of Opportunity 


1. More High-Growth Sectors, A growing number of sectors are 
expanding at more rapid rates than the 7 percent average annual 
GNP growth, Petroleum production is expected to increase by 

30 percent in 1972 from a volume of 1 million barrels per day 
(b/d) in February 1972 doubling to 2 million b/d by 

1975 = an annual growth of roughly 25 percent. A similar growth 
rate is expected in timber production, Sectors where particularly 
high rates of growth are expected because of high rates of private 
foreign and domestic investment include; 


Textiles Refining & Petrochemicals Housing construction 
Cement Sugar refining Forestry (timber) 
Fertilizer Hotel construction Oil exploration ° 
& development 
Shipping 


Rapidly increased levels of foreign aid utilization (project aid 
use is expected to double to $200 million in 1972 including ADB 
and IDA funds) will provide particularly good opportunities for 
supplying goods and services in: 


Power generation Paper 
Power distribution Textiles 
Road construction Shipping (inter-island) 


Irrigation improvement 
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Ps Improved Competitive Position Increases Investment Attraction. 


The 10 percent Rupiah devaluation of August 1971 and the subsequent 
currency realignments of late 1972 give the rupiah a 27 percent improvement 
on the yen, and smaller but impressive advantages over other neighboring 
currencies. In addition, rapidly rising wage rates in other low wage 
economies and growing labor shortages in the area have increased the 
attractiveness of Indonesia as a location for labor intensive industries. 
How much of such investment actually locates in Indonesia will depend in 
large part on the progress Indonesia makes in reducing the uncertainties 
surrounding foreign investment and eliminating bureaucratic delays, tax 
problems and other disincentives. 


In May, 1972 the Government took a further step toward what hopefully 
will become a nation-wide system of bonded warehouses and export 
processing zones with the issuance of a decree establishing a bonded 
warehouse authority. The industrial estate for Djakarta is drawing 
nearer to realization as the Capital District Government and Westinghouse 
Electric Corporation work to finalize plans which may be approved in 
August or September, 1972. 


Indonesia is clearly a prime industrial location for Japan, which already 
has 2% times more investment in Indonesia than in any other Asian country 
(mainly in light manufacturing for the local market, in construction 

and in forestry). Little manufacturing investment has yet developed 

for export, but the prospects appear to be improving. Indonesia's wage 
rates, which normally range between 20-25 cents per hour for unskilled 
but highly trainable and dependable labor (depending on the location) 

are the main attraction. 


3. Dangers of Pre-emption 


Numerous labor intensive industries which are now less competitive in 
Japan because of yen revaluation and rising wage levels will be seeking 
new low-wage locations in the near futures; oil refining, chemical and 
other industries whose expansion is restricted in Japan and elsewhere 
because of environmental considerations may follow suit. Despite the 
problems and growing GOI reticence about some aspects of foreign 
investment, Indonesia is likely to be a prime candidate for relocation. 
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Japanese, Singapore and Hong Kong investments are coming to 
Indonesia at an accelerating rate. The opportunities for the 

U.S. and other western countries to compete from the low wage 

base of Indonesia, may soon be pre-empted unless the opportunities, 
are considered and followed up quickly. 


4, Incentives for Development of Labor Intensive Industry 


Indonesia is attaching even greater importance to the development 
of labor intensive industry in order to absorb its annual labor 
force growth of roughly one million, concentrated mainly on Java, 
There is a possibility that tax and other Government incentives for 
the entry may increasingly be reserved for such industries over 

the next few years. The capacity of a project to provide 
employment is already one of the tegts for the granting of tax 
holidays for foreign investment projects under the 1967 foreign 
investment law, 


5. Future Sector Priorities - More Pre-emption Possibilities 


Indonesia's foreign investment law indicates a number of priority 
sectors including: 


Agriculture estates, livestock, fisheries, etc. 
Processing domestic raw materials 

Basic industries 

Infrastructure 

Integrated textile mills 

Synthetic fiber 

Export manufacturers 

Chemical industries 

Pharmaceuticals and medical inetruments 
Tourism and hotels 

Transportation 

Others as determined 
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In preparation for the next Five-Year Plan beginning April 1, 
1974, Indonesia, with the assistance of World Bank experts, is 
surveying a wide range of industrial sectors to determine those 
most promising for near and medium-term investments, 


One strong bias of Government planning is to try to maximize 
industries which increase the value-added in Indonesia of its own 
natural resources, in preference to continuing their export in 
unprecessed form, Thus the Government will probably give high 
priority and possibly special incentives either for domestic 

or foreign investment, to: 


Lumber, furniture, plywood, paper and ocher wood product mfg. 
Rubber product mfg. 

Petrochemicals and other petroleum or natural gas-based mfg. 
Alumingm shapes, forms and mfgrs. 

Iron and steel mfgrs. 

Labor intensive industries of all kinds 

Tourism 


Other sectors under study include small machinery and equipment 
assembly and manufacture, small scale industry and shipbuilding. 
The Government plans to have follow-on feasibility studies 
prepared for particular industrial investment prospects within the 
most favorable sectors, mostly financed by the World Bank. 


Investment opportunities in Indonesia, however, are often quickly 
pre-empted. A number of European and Japanese firms, having great 
confidence in the Indonesia potential, have already undertaken 

to provide surveys of particular industries at their own expense. 
Others, including the Japanese, Germans, and Dutch, are offering 
to finance broad sector studies from their economic assistance 
programs. 


Countries which conduct the surveys are likely to be first in the 
queue for any opportunities that emerge. U.S. firms should consider 
the possibilities of offering their own surveys of particular 
industrial sectors. For further,information, the Director of Industry 
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and Mining, National Planning Board (BAPPENAS), Djl. Taman Suropati 2, 
Djakarta is a knowledgeable point of contact. Information about a U.S. 
Government program which may underwrite up to 50 percent of the cost of 
a feasibility study in connection with a possible investment may be 
obtained from the Overseas Private Investment Corporation (OPIC), 
Washington, D.C. 20527. 


D. Forces Working to Reduce U.S. Market Position 


1. Recent situation. The U.S. through 1971 has played a leading role 

in Indonesian economic recovery, contributing about one-fourth of the 
foreign economic assistance, one-fourth 6f the non-oil foreign investment 
(measured by approvals) and 20-25 percent of Indonesia's imports. In 
1971, U.S. exports to Indonesia amounted to $263 million, one 

percent less than in 1970. While aid-financed imports declined somewhat 
in 1971, the very rapid increases in commercial imports from the U.S. 
more than compensated, increasing by 50 percent in 1971 from 1970 levels. 
In the first half of 1972 U.S. exports to Indonesia were $163 million, 

20 percent more than in the first half of 1971. 


2. Decline in Relative ortance of U.S. Economic Aid. In 1972, Japan 
pledged more non-food aid to Indonesia than the U.S., $150 million vs. 
$138 million respectively. Just after the aid-pledging meeting in April, 
Japan agreed to the additional $207 million loan for oil exploration and 
development, previously mentioned. In addition, IDA and ADB project aid 
increased to $145 million; $0 million over the previous year. The 
remaining donors increased aid by a higher percentage than the U.S. and 
future U.S. aid levels are uncertain in view of Congressional attitudes 
toward foreign aid in general. Despite some nascent untying by certain 
donors, U.S. suppliers are likely to face a declining share of the 
concessionally financed market unless extraordinary efforts are made to 
compete for IDA/ADB and other untied aid financing. 
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3. Decline in Importance of U.S. Investments. The U.S. still predominates 


in overall value of investment and in investment expenditures in the oil 
and minerals sector particularly as several major mining projects are 
underway and at least one other appears imminent. The growth of U.S. 
investment expenditures contributed to the rapid rise in U.S. commercially 
financed exports to Indonesia over the past two years. While continued 
growth of oil expenditures and completion of approved projects will 
sustain U.S. commercial export growth, a recent decline in U.S. investment 
proposals could slow the rate of growth somewhat after 1972, at least 
until pending minerals projects begin. Japanese, Hong Kong and Singapore 
investment project approvals accounted for 73 percent of approvals in 
January-May 1972. U.S. non-oil investment approvals have declined from 

a semestral average of $26 million through 1970, to $12 million in 1971 
and to $10 million for first-half 1972. Moreover, U.S. projects awaiting 
approval account for only about 10 percent of the total, compared with 

the 25 percent U.S. share in cumulative approvals through 1971. 


4. Financing - Can the U.S. Compete? Suppliers from Asia are accustomed 
to granting credit to Indonesian importers, particularly from Hong Kong 
and Singapore. Increasingly, European and Japanese suppliers are able 

to get government-subsidized or assisted credit from home government 
agencies for sales to Indonesian buyers. The credit factor becomes highly 
important in Indonesia, where local interest rates range from 12 to 36 


percent per year, particularly for U.S. suppliers with longer lead times 
and higher freight costs than competing suppliers. As a recent U.S. 


textile machinery mission discovered, credit terms, more than quality or 
price, often turn the deal. 
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Apparently, European and Japanese agencies consider the risks acceptable 
because of current opportunities and future market potential. 


The U.S. competitive position in credit is poor and is likely to get 

worse before it gets better. Japanese balance-of-payments surpluses are 
forcing ever more liberal terms by Japan, which is proposing legislation 

to liberalize the use of its EXIMBANK credits. Moreover, Japan may also 
turn to more concessional government-to-government credits to finance what 
are normally commercial sector supplier credits - particularly in Indonesia 
where long-term supply commitments for Indonesimoil and minerals, timber 
and fisheries resources are desired. 


The one advantage U.S. firms have is the U.S. predominance among foreign 
banks in Indonesia. American Express, Bank of America, Chase and First 
National City Bank all have branches. Continental Illinois and Marine 
Midland have representative offices. If the GOI proceeds with plans to 
permit establishment of investment banks and additional development banks, 
these and other U.S. banks may be able to provide longer-term financing 


which would greatly assist U.S. equipment exports. 
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